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Goal:  The goal of the Operational Review Task Force is to find cost savings and to assure the 

taxpayers that the Commonwealth is doing everything in its power to reduce its costs.  The 

Banking Services Operational Review Team is charged with four goals: 

 Determine the total spend at the state level. 

 Suggest a set of “best practices” to employ to reduce costs. 

 Recommend a reasonable level of consumption and/or price that could be achieved if the 

best practices recommended are implemented. 

 Recommend a reasonable level of cost savings that could be achieved. 

 

Scope of Analysis:  The scope of Treasury’s analysis is to look at cash flows and related 

activities through the state’s banking network.  The analysis included a review of procurement, 

bank products, payment and receipt mechanisms, and the maximization of investment monies as 

outlined below. 

 

Total Spend:  The total cost of banking services from all banks in FY10 is $3,775,179.  This 

cost is paid for in both compensating balances and direct dollar payments.  Attached is a 

breakdown of bank service fees from FY 2006 to FY 2010.  (See Exhibit A)  Changes in bank 

service costs are driven by changes in volume, price increases/decreases, and changes in the way 

in which services are used.  For instance, the cost of electronic payments at $.08 per payment is 

one half the bank charge for processing a paper checks at $.15 per check.  Therefore, as less 

expensive cash management products are developed and made available for agency use, the cost 

of banking is reduced.  In a number of instances, the efficient use of a banking service can 

produce a decrease in agency operating expenses in addition to a reduction in banking costs.  For 

instance, this shift from paper checks to electronic payments has an even larger impact on 

Treasury as the direct cost to Treasury to produce and mail a paper check is $.73 per check and 

reducing the number of checks processed reduces Treasury’s operating costs. 

 

 

Best Practices:  The following is a listing of best practices used to manage cash flows and 

banking costs: 

 

 Payment of Bank Services Costs:  The cost of bank services is paid through a 

combination of direct payments and compensating balances.  Banks reduce the fees 

charged to state bank accounts with an earnings allowance rate to somewhat offset bank 

fees charged based on balances held in these accounts (compensating balances). The 

earnings allowance rate is a percentage of the compensating balances held in the bank 

account.  The current earnings allowance rate is from .4% to .75% of balances held in the 

bank.  A best practice followed by Treasury is to monitor the earnings allowance given 
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for balances held in the bank versus the rate that can be earned by the investment of those 

balances.  The short-term portfolio interest rate on investments for FY 2009 was 2.80% 

and for FY 2010 was .92%.  If the investment rate is higher than the earnings allowance 

rate, it is better to pay for bank service costs in direct fees, thereby freeing up account 

balances to invest.  Treasury has maximized the investment interest by seeking an 

appropriation to pay for bank service costs. 

 

 Contracting of Bank Service Costs:  Treasury issues Requests for Proposals for banking 

services.  This allows for competitive negotiation of banking services and fee schedules 

and the selection of a bank to provide the service at a reasonable cost.  Treasury follows 

this best practice and then monitors the fees charged by the banks on a monthly basis to 

ensure contract prices are adhered to. 

 

 Daily Concentration of Deposits:  A best practice is to accelerate deposits to 

concentration bank accounts where the funds can be used immediately to satisfy 

obligations of the state or invest.  Treasury uses a deposit concentration methodology to 

sweep funds from regional banks to concentration banks daily.  This process reduces float 

and speeds up the use of funds.  On a daily basis, Treasury determines the amount of 

funds in the concentration banks that are needed to satisfy obligations and invests the 

remainder. 

 

 Migration to Electronic Payments:  Electronic payments significantly reduce processing 

costs versus the cost of issuing paper checks.  A best practice is to maximize the use of 

electronic payments in order to reduce bank fees and enhance processing efficiencies.  

Over the last 8 years, Treasury and other agencies responsible for disbursement 

processing have increased the use of electronic payments and reduced checks processed 

from 10.9 million to 3.3 million.  As of June, 2010, 15.3 million payments were made 

electronically or 82.55% of all payments.  (See Exhibits B and C) 

 

 Strategic Use of Credit Card Receipts:  Many state agencies accept credit cards as 

payment for obligations due the Commonwealth.  Agencies must pay fees to accept credit 

cards, but each agency compares the cost of the fees versus the number of man hours that 

they save.  Acceptance of credit card payments is essential for agencies that allow 

Internet payments.  As a best practice, Treasury procures a statewide credit card 

processor that all state agencies and local governments can use.  (See Exhibit D) 

 

 Receipts of Money Due the Commonwealth:  Speeding up the collection of moneys due 

the Commonwealth is a best practice.  Receiving funds electronically through the 

Automated Clearing House (ACH) Network is the preferred method of receiving normal 

type recurring payments.  For large dollar transactions, the Fed Wire System network is 

used to receive funds on a same-day basis.  Where electronic receipts are not feasible, 

Treasury strongly encourages agencies to deposit checks using Remote Deposit Capture 

(RDC) in order to facilitate later deposit cutoffs and, in many cases, decrease float on 

deposited checks.  In RDC, checks are scanned and transmitted to the depositing bank 

electronically.  For agencies that receive a large volume of checks, Image Cash Letter (a 

high speed variation of RDC) is encouraged.  For agencies that receive a large volume of 
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checks that require special handling and reporting, customized lockboxes are established 

with banks.  Lockboxes have been established at banks for the State Corporation 

Commission, Virginia Retirement System, Virginia Lottery, State Bar, Department of 

Health Professions and the Department of Professional and Occupational Regulation.  In- 

house lockboxes are set up at the Department of Motor Vehicles, Department of Social 

Services and Department of Taxation. 

 

 

Price Reductions: Based on Treasury’s competitive negotiation of banking services tied to the 

volume of business, Treasury has achieved very competitive prices for cash management and 

banking services.  It is believed that any further price reductions would be tied to changes in the 

way in which services are used.  For instance, the cost of electronic payments is much less than 

the cost of paper checks.  Therefore, further increases in electronic payments would reduce the 

number of checks issued and result in cost reductions as noted below in the Potential Cost 

Savings analysis.  

 

 

Potential Cost Savings:  The following are potential cost savings initiatives or 

recommendations: 

 

 Increase in Use of Electronic Payments:  Of the 18.6 million payments Treasury made in 

FY 2010, 15.3 million or 82.55% were made electronically.  This leaves 3.2 million 

payments made by checks.  (See Exhibit C).  The percentage of electronic payments is 

broken down for payment categories as follows: VEC (99.65%); Payroll (95.94%); VRS 

(93.20%); Social Services (90.77%); Tax Refunds (47.48%); and General Warrants 

(47%).  Treasury believes that some further progress can be made in switching from 

paper to electronic payments.  However, to increase the use of electronic payments 

further may require an explicit mandate through an Executive Order or additional 

language in the Appropriation Act. 

 

 Almost 100% of VEC payments are made by direct deposit or through pay cards 

as they mandate electronic payments.  The few checks written are interim 

payments until the recipient can be set up on the system. 

 

 Payroll checks include payments for garnishments, bankruptcy, child support, 

taxes, payday vendors and other consumer focused businesses.  Only 28% of the 

109,774 checks written annually are actually issued to employees (30,736 

checks).  The state has made great progress in processing 95.94% of payroll 

payments electronically.  Some progress can be made on these working with 

agencies that have a higher percentage of check payments. 

 

 VRS electronic retirement payments are at 93.20%, but there are still 124,386 

check payments annually.  Some progress can be made on these working in 

conjunction with VRS and its retirees. 
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 Social Service electronic payments are at 90.77%, but there are still 405,921 

check payments annually.  Some progress can be made on these working in 

conjunction with Social Services and its recipients. 

 

 Tax Refund electronic payments are at 47.48%, but there are still 1,478,940 check 

payments annually.  Receipt of tax refunds by citizens is voluntary, dependent 

upon their choice of payment, whether they are electronic filers, and whether they 

have bank accounts.  Taxation is pushing electronic filing of state returns, which 

in most cases result in filers asking for their funds electronically.  Electronic filers 

are told their refunds typically take a week, while paper filers are told that it will 

typically take 30 days to process their return before they will receive their refund. 

 

 General Warrant electronic payments are at 47%, and there are 1.1 million check 

payments annually for vendor payments and other obligations of the state.  

Language is provided in the Appropriations Act that permits the State 

Comptroller to mandate that any recipient of six or more checks annually be 

converted to electronic payments.  There are over 21,000 vendors that fall into 

this category, representing over 700,000 checks that can be converted to 

electronic payments.  The Department of Accounts is making an effort to convert 

these payments to electronic payments, but currently because of scarce resources 

is targeting only payees receiving more than 300 payments annually.  In order to 

make further progress with general warrant electronic payments, the Department 

of Accounts would have to develop a timetable to increase the payments made 

electronically and be provided additional resources it would need to do so. As an 

alternative, the Department of Accounts is examining the feasibility of 

outsourcing appropriate components of the process needed to convert general 

warrant disbursements from check to electronic payments. 

 

 Increase in Use of Electronic Receipts:  Electronic collection of funds through the 

Automated Clearing House (ACH) is less expensive than processing checks for deposit.  

Further efforts to increase the collection of funds through the ACH network will reduce 

banking costs and decrease the float time of processing a paper check deposit. 

 

The cost of depositing a check can vary widely based on where the check is deposited 

(branch, cash vault, processing center, lockbox, etc.), how the check is prepared (encoded 

or not), the drawer bank, and how the deposit is prepared (cash letter or regular deposit).  

Volume also has a bearing with higher volume deposits receiving a lower bank fee.  On 

average, the cost of depositing a paper check is about $.05 per check. 

 

The cost of processing a check electronically can vary based on whether we are using an 

ACH debit to draw funds from a client bank account or if the client is crediting the state 

using an ACH credit.  Volume also has a bearing with higher volume electronic deposits 

receiving a lower bank fee.  On average, the cost of depositing funds electronically is 

about $.04 per item. 
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Two examples of electronic collections are the Department of Taxation (Tax) and the 

Department of Motor Vehicles (DMV).  In FY 2010, 76% of tax dollars were collected 

electronically, representing 43% of all transactions.  In FY 2010, 71% of DMV 

collections were collected electronically using either ACH or credit cards, representing 

40% of all transactions.  Progress in electronic collections in both the DMV and Tax as 

well as other agencies that collect moneys can be enhanced to accelerate receipt of funds 

and make for a more efficient operation.  
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